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203. IDENTIFYING INFORMATION AND MISCELLANEOUS STANDARDS 

Oral Doses: Enter the total numberof oral medications (doses) givenon the target 


date. Include prescription and non-prescription medications. Count any 


medication given per feeding tube. 


Injections: Enter the total numberof injections givenon the target date. Include 


subcutaneous and intramuscular injections.I f  the resident is receiving 


intravenous medications via intravenous fluids or Heparin lock, count each time 


the medication is administered. 


Other Medications: Enter the total number
of medications, other than 

oral/injections,given on the target date. Example: eye drops, Nitrong ointment, 

etc. Count the total number of doses/applications, etc. 

Prescriptions in Effect 

Total prescriptions: Enter the total numberof prescription orders in effecton the 

target date. Included providedas needed (PRN)medications. Do not include 

over-the-counter medications suchas Tylenol, Maalox,etc. 
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204. NEW RESIDENTS WITHOUT COMPLETED MINIMUM DATA SET 

EVALUATIONS 

Residents who have been in the facility for less than twenty-one (2 1) dayson the target 

.011B, 20 1.1date shall not have to meet the criteria listed under Sections 1 OD, 

201.12F, or 201.17H. 

However, only those ADL], behavior problems, special treatments, and clinical 

monitoring which are documentedin the medical record shall be scoredon the 

assessment form. 
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300.INTRODUCTION 

A. 	 The material in this part deals with provider costs that are reimbursable by the 

Department for Medicaid Services . In general, these costs are reimbursed on the 

basis of a provider’s actual costs, providing these costs are reasonable and related 

to patientcare.Thesecostsaretermedallowablecosts.Thatportionofa 

provider’stotalallowablecostsallocabletoservicesprovidedtoMedicaid 

Program recipients shallbe reimbursable under the Medicaid Program. 

B. 	 Reasonablecostincludesallnecessaryandproperexpensesincurredinrendering 

services, such as administrative costs, maintenance costs, and premium payments 

for employee health and pension plans. It includes both direct and indirect costs 

andnormalstandbycosts.However,ifthefacility’soperatingcostsinclude 

amountnotrelatedtopatientcare,specificallynotreimbursableunderthe 

Medicaid Program or flowing from the provision of luxury itemsor services (that 

is, those items or services substantially in excess of or more expensive than those 

generally considered necessary for the provision of needed health services), such 

amounts shall not be allowable. 
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300. INTRODUCTION 

C. 	 Thedeterminationofallowablecostunder this partshallbesupplementedbythe 

Health Care Financing Administration Health Insurance Manual. 

D. 	 Itisnotpossibletoincludethetreatment of all itemsin this manual.aprovider 

presents a question concerning the treatment of cost not specifically covered, or 

desiresclarificationofinformation in this manual,theprovidermaymakea 

request for determination. The request shall include all pertinent data in order to 

receiveabindingresponse.Uponreceipt of therequest,theDepartmentfor 

Medicaid Services shall issue a binding responsewithin sixty (60) days. 
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3 10. ADEQUATECOSTDATA 

A. 	 To receivereimbursementforservicesprovidedMedicaidProgramrecipients, 

providers shall maintain financial records and statistical data sufficient to allow 

proper determination of costs payable under the Medicaid Program. 

This costdatashall be ofsufficientdetailtoallowverificationbyqualified 

auditorsusingGeneralAccounting office andAmericanInstituteofCertified 

Public Accountants guidelines. 

The cost data shall be based on Generally Accepted Accounting Principles except 

where they conflict withthis manual or Title XVIII reimbursement principles. 

Use of the accrual basis of accounting in required. Governmental institutions that 

operate on a cash basis of accounting may submit cost data on the cash basis 

subject to appropriate treatmentof capital expenditures. 

Under the accrual basis of accounting, revenue is reported in the periodin which 
l 

it is earned regardless of when it is collected, and expenses are reported in the 

period in which they are incurred, regardlessof when they are paid. 
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3 10. ADEQUATECOSTDATA 

To allow comparability, financial and statistical records shall be maintained in a 

mannerconsistent fromoneperiod to another.However,aproperregardfor 

consistency need not preclude a desirable change in accounting procedures when 

there is reason to effect such change. 

B. 	 Providers,whenrequested,shallfurnishtheDepartmentforMedicaidServices 

copies of patient service charge schedules and changesas they are put into effect. 

TheDepartmentforMedicaidServicesshallevaluatechargeschedulesto 

determinetheextenttowhichtheymay be usedfordeterminingMedicaid 

payment. 

C.Wheretheproviderhasacontractwithasubcontractor,e.g.,pharmacy,doctor, 

hospital, etc., for service costing or valued at$10,000 or more overa twelve (12)

month period, the contract shall contain a clause giving the Cabinet for Health 

Services accessto the subcontractor’sbooks. Access shall alsobe allowed for any 

subcontractbetweenthesubcontractorand an organizationrelatedtothe 

subcontractor. The contract shall contain a provision allowing access until four 

(4) years have expired after the services have been furnished. 
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3 10. ADEQUATE COST DATA 

3 10.ADEQUATECOSTDATA 

D. 	 IftheDepartmentforMedicaidServicesdeterminesthataproviderdoesnot 

maintainornolongermaintainsadequaterecordsforthedetermination of 

reasonable cost, paymentsto the provider shallbe suspended until the Department 

for Medicaid Services is assured that adequate records are maintained. 

E. 	 A newlyparticipatingproviderofservicesshall,uponrequest,makeavailable to 

the Department for Medicaid Services for examination its fiscal and other records 

for the purposeof determining the provider’s ongoing recordkeeping capability. 

F. 	 Recordsshallberetained by thefacilityforthree (3) years from thedatethe 

settled-without-audit or the audited cost report is received from the Department 

for Medicaid Services. 

The financial records and statistical data that shall be kept shall include, but shall 

notbelimitedto: (1) recordsanddocumentsrelating to facilityownership, 

organization, and operation; (2) all invoices and purchase orders, (3) all billing 

forms or charge slips,(4) all agreements pertainingto asset acquisition, lease,sale 

franchiseor action; (5) documents to orother pertaining management 

arrangements including costsof 
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3 10. ADEQUATECOSTDATA 

parent or “homeoffice”operations; (6)  patientservicechargeschedules; (7) 

contracts pertaining to the purchase of goods or services;(8) all accountingbooks 

or originalentrykeptinsufficientdetailto show sourceandreasonforall 

expenditures and payments;(9) all other accountingbooks; (10) Federal and State 

income tax returns; (1 1) Federal withholding and State Unemployment returns; 

and (12) all financial statements regardless whether prepared by the facility orby 

an outside firm. 

All of these records shallbe made available for examinationat the facility,or at 

some other location within the Commonwealth, when requested by the Cabinet 

for Health Services. Reasonable time shallbe given to out-of-state home offices 

to make the records available within the Commonwealth. 
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320. APPORTIONMENT OF ALLOWABLE COST 

320. APPORTIONMENT OF ALLOWABLE COST 

A. 	 Consistent withprevailingpracticeswherethird party organizations payfor health 

care on acostbasis,reimbursementundertheMedicaidPrograminvolvesa 

determination of (1) each provider’s allowable costs of producing services, and 

(2) an apportionment of thesecostsbetweentheMedicaidProgramandother 

payors. 

Cost apportionment is the process of recasting thedata derived from the accounts 

ordinarily kept by a provider to identi@ costs of the various types of services 

rendered. It is the determination of these costs by the allocation of direct costs 

and proration of indirect costs. 

The objective of this apportionment is to ensure, to the extent reasonably possible, 

that the Medicaid Program’s shareof a provider’s total allowablecosts is equal to 

the Medicaid Program’s shareof the provider’s total services, subject to Medicaid 

Program limitations on paymentsso as not to pay for inefficiencies and to provide 

a financial incentive for providersto achieve cost efficiencies. 
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-
320. APPORTIONMENTOF ALLOWABLE COST 

A provider’s costs shall be apportioned using the cost apportionment method of 

the Nursing FacilitiesAnnual Cost Report. 

B. 	 Iftheproviderisunable to usetherequiredcostapportionmentmethodswhen 

firstparticipating in the Medicaid Program, it may apply to the Medicaid Program 

forpermission to usesomeotheracceptablemethodwhichwouldaccurately 

identify costs by departments or centers and appropriately segregate routine and 

ancillary costs. 
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330. COST REPORTING 

330. COSTREPORTING 

A. 	 The Medicaid Program requires each Nursing Facilityto submit an annual report 

of its operations. The report shall be filed for the fiscal year used by the provider 

unless otherwise approvedby the Medicaid Program. 

B. 	 Amendedcostreports(torevisecostreportinformationwhichhasbeen 

previously submitted by a provider) may be permitted or required as determined 

by the Medicaid Program. 

C. The cost report shall be due within sixty (60) days after the provider’s fiscalyear 

ends. 

D. Hospital-based and swing bed provider cost reports shall be due ninety(90) days 

after the provider’s fiscal year ends. 

E. 	 Providers may request in writing athirty (30) day extension. The request shall 

explain in detail why the extensionis necessary. There shall be no automatic 

extension of time for the filingof the cost report. After the extension period has 

elapsed, the Medicaid Program shall suspend all payments to the provider untilan 

acceptable cost reportis received. 
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330. COSTREPORTING 

F.Newlyparticipatingprovidersnothavingacostreport on file containingtwelve 

(12) months of actual datain the fiscal year shall submit a partial year cost report. 

Upon entry into the Medicaid Program, the provider shall inform the Department 

of Medicaid Services of the period ending date for the initial cost reporting period. 

G. 	 A provider which voluntarily or involuntarily ceases to participate in the Medicaid 

Program or experiences a change of ownership shall file a cost report for that 

period under the Medicaid Program beginning with the first day not included in a 

previous cost reporting period and ending with the effective dateof termination of 

its provider agreement. The report shall be due within forty-five (45) days of the 

effective date of termination of the provider agreement. 

H. 	 If a new owner’sfiscal year end is less than six (6)  months from the date of the 

change of ownership, Schedules A, D-5 and E as well as the ancillary portion of 

Schedule F shall be requiredto be filed at the end of the fiscal year.The rate paid 

to the new owner shall be the old owner’s rate and shall remain in effect until a 

rate is again determined for a new universal rate year. 
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330. COSTREPORTING 

I. 	 If a provider wishes to change its fiscal year, approval shall be secured in advance 

from the Department for Medicaid Services prior to start of the fourth quarter 

of the original reporting period. If a provider has changed its fiscal year and does 

not have twelve(12) months in its most recent fiscal year, the provider shall file a 

cost report forits new fiscal year and include twelve(12) months of data, i.e., the 

provider should use all months includedin their new fiscal yearplus additional 

months from the prior fiscal yearto construct a twelve (12) month report. 
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350. BASIS OF ASSETS 

A. PRINCIPLE.Unlessotherwisestatedin this manual or statedinaprovisionof 

HealthInsuranceManual15,which is referencedby this manualdirectlyor 

indirectly, the basis of an asset shall be the purchase price of that assetby the 

current owner. 

B. 	 REVALUATION UPON CHANGES IN OWNERSHIP.Ifthere is achange in 

ownership, the Medicaid Program shall treat the gain or loss on the sale of an 

asset in accordance with one (1)of the following methods (dependenton the date 

of the transaction) for purposes of determining a purchaser’s allowable basis in 

relation to depreciation and interest costs. 

1.Forchangesofownershipoccurringprior to July18,1984,orifan 

enforceable agreement for a change of ownership was entered into prior to 

July 18, 1984, the following methodology applies: 

a. The actual gain on the sale of the facility shall be determined. 

Gain shallbe defined as any amount in excessof the seller’s 

depreciated basisat the time of thesale as computed under the 

Medicaid Program policies. The value of 
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350. BASIS OF ASSETS 
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-

350.BASISOFASSETS 

Goodwill included in the purchase price shall not be considered part of the 

gain for purposes of determining the purchaser’s cost basis. 

b. 	 Two-thirds (2/3) of one (1) percent of the gain for each month of 

ownership since the date of acquisitionof the facilityby the seller shall be 

added to the seller’s depreciated basis to determine the purchaser’s 

allowable basis. 

This method recognizes a graduated proportionof the gain on the sale of a facility 

which shall be added to the seller’s depreciated basis for computationof the 

purchaser’s allowable basis. This allows fill consideration of the gainby the end 

of twelve and one-half (12 1/21 years. 

2.Forchangesofownershipoccurring on orafterJuly18,1984,theallowablebasis 

for depreciation for the purchaser shall be the lesser of: 1) the allowable basis of 

the seller, at the time of the purchaseby the seller, less any depreciation 
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350.BASISOFASSETS 

allowed to the seller in prior periods; plus the cost of any improvement made by 

seller, less the depreciation allowed to the seller on those improvements, at the 

time of closing, or 2) the actual purchase price. 

3. 	 a. Forchangeinownershipoccurring on orafterOctober 1,1985, the 

Department for Medicaid Services shall allowan increase in the valuation 

of capital assets. 

b. 	 The allowable increase, as measured from the date of acquisition by the 

seller to the dateof change of ownership, shall not be more than the lesser 

of the following: 
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350. BASIS OF ASSETS 

(1)One-half(1/2)ofthepercentageincrease (asmeasuredoverthe 

same period of time, or if necessary,as extrapolated retrospectively 

by the Secretary, United States Department of Health and Human 

Services)intheDodgeConstructionSystemCostsforNursing 

Homes,applied in theaggregate with respect to those facilities 

whichhaveundergoneachange of ownershipduringthefiscal 

year; or 

(2) 	 One-half(1/2) of thepercentageincrease (asmeasuredoverthe 

same period of time) in the Consumer Price Index for All Urban 

Consumers (United States city average). 
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350. BASIS OF ASSETS 

c.Documentationregardingthechange of ownershipshallbe 

filedwiththeDivisionofLicensingandRegulations, 

OfficeofInspectorGeneral, with theDepartmentfor 

MedicaidServices,andwitheithertheInterimOfliceof 

HealthPlanningandCertificationortheHealthPolicy 

Board, as applicable, to ensure the basis of the sale. The 

increase in valuation of capital assets shall be allowed only 

if the Department for Medicaid Services concludes, based 

on documentation presented, that a bona fide arms length 

commercial transation, meeting applicable state and federal 

laws regulations, occurred. increaseand has The in 

valuation shallnot be allowed if the changeof ownership is 

between related parties. The increase in valuation shall not 

be allowed based on a lease being transferred from one (1) 

individual, agency, organization, or other entityto another. 
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d. The increase in valuation shall be based on data in the cost 

report (annualizedas necessary) if available; if a changeof 

ownership has occurred but is not reflectedin the cost 

report used to set the facility rate, the facility may submit a 

rate adjustment request. A rate adjustment requestfrom a 

facility shallbe accompanied by a ScheduleJ. 

e. 	 Thenewusefullife of thefacilityestablishedbythe 

Department for Medicaid Services at the time the increase 

in valuationof the asset due to a changein ownership is 

recognized shall begin, for historical cost purposes,at the 

effective date of the change of ownership. 
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350. BASIS OF ASSETS 

This changeshallbeapplicableforfacilityrates 


made for periods beginning July1, 1995 and 


thereafter. No rate adjustment shall be applicable 


for services provided prior
to July 1, 1995, or for 

periods preceding the finalization of the transfer of 

ownership. 

Thechangeshallbeaccomplished as arateadd-on 
not subject to usual upper limits. The facilities 

qualifyingfor the add-on shallbe those facilities 

with a bona fide changeof ownership occurring on 

or after October 1, 1985 and before the beginningof 

the rate year. For example, the facilities qualifying 

for the add-on effective July1,1995 shall be those 

facilities with a bona fide changeof ownership 

occurring onor after October 1,1985 through June 

30,1995. In order to qualify for the add-on for the 

rate year beginning on July1,. 1995 
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the changeof ownership shall be reported and necessary cost 

information to effect the change submitted to the Department for 

Medicaid Servicesby not later than September 30, 1995.In order 

to qualify for the add-on for subsequent rate years, the change of 

ownership and necessary cost information shall be providedto the 

Department for Medicaid Services by July1 of the affected rate 

year. 

h. 	 Forpurposesofdeterminingtheadd-onincrease,theallowable 

basis of the asset for both depreciation and interest shall be the 

lesser of the previous owner’s allowable undepreciated base 

revalued in accordancewith the methodology specifiedin this 

section (350, subsectionB) or the purchase priceof the new owner. 

The add-on amount shallbe the difference betweenthe interest and 

depreciation alllowable before revaluation (i.e.,the amount in the 

rate subjectto usual upper limits) and the allowable depreciation 

and interest after revaluation using usual principles. 
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350. BASIS OF ASSETS 
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Theadd-onamountshallnotexceed,onanannualbasis, 

$3,000,000 basedon projected expenditures related to 

Medicaid occupancyas reported in the facilities’ prior year 

Medicaid cost report. If necessary to reduce add-on 

amounts to remain within the limit, the reduction of 

depreciation and interestshown as one (1) add-on amount 

per facility shall be prorated proportionatelyamong the 

affected facilities (i.e., the percentage reduction shall be 

applied equally). For example, if the aggregateof the add

on amounts resultedin a projected additional expenditure 

of $3,300,000, which is ten(10) percent in excess of the 

limit, all add-on amounts would be reducedby ten (10) 

percent in the aggregate. 

C. 	 SPECIAL CIRCUMSTANCES. For the following circumstances the basis an 

asset shall be determinedin accordance with the specific provisions of Health 

Insurance Manual 15 which pertains to these circumstances. 
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1 .  Intergovernmentaltransfers of assets. 

2. Donated assets. 

3. 	 Assets partiallyor fully depreciatedpriortoentryintothe 

Medicaid Program. 
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351. DEPRECIATION EXPENSE 

35 1. DEPRECIATIONEXPENSE 

A.PRINCIPLE. An appropriateallowancefordepreciationexpense on buildings 

and equipment shall be an allowable expense. The depreciation shall be: 

1. Identifiableand in thefacility’saccountingrecords 

2. Based on the allowable basis as determined under Section 350; and 

3. 	 Prorated over theusefullife of the asset. 

Goodwill and other intangibleassets shall notbe depreciated. 

B. METHOD OF DEPRECIATION 

1. 	 Assets shall bedepreciatedusing the straight-linemethod, unless another 

method has been authorizedfor the facility by Medicare; in which case, 

the facility may elect to utilizethe method authorizedfor purposes. 
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351. DEPRECIATIONEXPENSE 

C. LIVESUSEFUL 

1.  	 Inselectingaproper usel l  life,the 1988 Editionof the AmericanHospital 

Association’s “Estimated Usel l  Lives of Depreciable Hospital Assets” shall be 

used with respect to assets acquired in 1989 or later years. For assets acquired 

from 1983 through 1988, the 1983 Edition of the A H A ’ S  guidelines shallbe used. 

For assets acquiredbefore 1982, the 1973 Editionofthe A H A ’ S  “Chart of 

AccountsforHospitals”shall beused;orfor assets acquiredbefore 1981, 

guidelines publishedby the Internal Revenue Service,with the exception of those 

offered by the Asset Depreciation Range System, shall be used. 
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352 INTERESTEXPENSE 

A. 	 PRINCIPAL.Unlessotherwisestatedin this manual,interestexpenseshallbe an 

allowable cost ifit meets Medicare Principles and it is both necessary and proper 

in accordance with the provisionsof this manual.. 

B. DEFINITIONS. 

1. Interest.Interestisthecostincurredfortheuseofborrowedfunds. 

2. Necessary.Necessaryrequiresthatinterest: 

a. Be incurred on a loan made to satisfy a financial need of the 

provider which is related to patient care. Loans which result in 

excess funds or investments shall be considered necessary. 

b.Beincurredon aloanmadeforthefollowingpurposes: 

a.Representinterestonalong-termdebtexisting at the 

time the provider enters the Medicaid Program plus interest 
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onanynewlong-termdebt,theproceedsofwhichareusedto 


purchase fixed assets relating to the provision of the appropriate 


level of care not to exceed the allowable basis of the assets. If the 


debt is subject to variable interest rates found in “balloon” type 


financing, interestsubject
toofrenegotiated rates tests 

reasonablenessshouldbeallowable.Theform of indebtedness 

mayincludemortgages,bonds,notes,anddebentureswhenthe 

principal isto be repaid overa period in excessof one year. 

Otherinterestforworkingcapitalandoperatingneedsthatdirectly 


relatetoprovidingpatientcareisanallowablecost.Working 


capital interest shall be limitedto the interest expense which would 


have been incurred on two months of Medicaid Receivables. The 


amount of which this limitation is to be based is computed for cost 


reporting purposes by determining the monthly average Medicaid 


payments(bothroutineandancillary)fortheCostReporting 

,.period and multiplying 
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the amount by two (2). Once the allowable amount of borrowing 

hasbeendetermined,it is multiplied by theprovider’saverage 

working capital borrowing rate in order to determine the maximum 

allowable working capital interest. 

It should be emphasized that the two month limit is a maximum. 

Working capital interest shall not be allowable simply because it 

does not exceed thetwo month limitation. Working capital interest 

that meets thetwo month test shall meet all othertests of necessary 

and proper in order for to be considered allowable. 

(3) 	 Bereducedbyinvestmentincomeexceptwhere such incomeis 

from gifts andgrants,whether restricted or .unrestricted,and which 

are held separate and not commingled with other funds, or have 

been separated, if necessary. When investment income is derived 

from combined or pooledfunds,only that portionof 
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investment income resulting from the facility’sassets after 

segregation shallbe considered inthe reduction of interest cost. 

Income from funded depreciation, a provider’s qualified pension 

fund or a formal deferred compensation plan shall not be used to 

reduce interest expenseso long as these fundsare used only for 

those purposes for which they were created. 

3. Proper.Properrequiresthatinterest: 

a. Be incurred at a rate not in excess of what a prudent borrower 

would have hadto pay inthe money market existingat the time the 

loan was made. 

b.Be paidtoa lender notrelatedthrough control or ownership, or 

personal relationshipto the borrowing organization. However, 

interest is allowableif paid on loans that meet oneof the related 

party exemptionsof 352 C 2. 
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